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• Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

• Operating  a whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
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• Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits.  Financial 
audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide  reasonable 
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• Objectivity  of  the  auditors  performing  the  work. 

• Competent  staff,  including  continuing  professional  education. 

• Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 
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San  Francisco  Public  Utilities  Commission 
1155  Market  Street,  1 1th  Floor 
San  Francisco,  CA  94103 

President  and  Members: 

The  Controller's  Office,  City  Services  Auditor,  presents  its  report  concerning  the  audit  of  Sunol 
Valley  Golf  & Recreation  Co.  (Sunol).  Sunol  has  a 25-year  agreement,  through  December  31, 
2028,  with  the  San  Francisco  Public  Utilities  Commission  (SFPUC)  of  the  City  and  County  of 
San  Francisco  (City)  to  operate  two  public  golf  courses  and  related  facilities  on  SFPUC’s  land. 

Reporting  Period:  January  1 , 2007,  through  December  31 , 2008 

Fees  Paid:  $1,000,000 


Sunol  paid  $500,000  of  base  rent  during  each  of  the  two  years,  but  sometimes  submitted  its 
base  rent  payments  late,  resulting  in  $5,000  of  late  charges,  which  the  SFPUC  did  not  collect. 
Sunol  also  did  not  pay  the  percentage  rent  when  due,  resulting  in  $5,667  of  percentage  rent  due 
to  the  SFPUC  for  the  audit  period.  In  addition,  Sunol  did  not  report  its  gross  revenues  to  the 
SFPUC  each  quarter,  as  required  by  the  lease.  Overall,  the  audit  team  found  that  the  SFPUC 
did  not  adequately  administer  some  provisions  of  the  lease  with  Sunol. 

The  responses  from  the  SFPUC  and  Sunol  are  attached  to  this  report.  The  Controller’s  Office, 
City  Services  Auditor,  will  work  with  the  SFPUC  to  follow  up  on  the  status  of  the 
recommendations  made  in  this  report. 

Respectfully  submitted, 


Robert  Tarsia 
Deputy  Audit  Director 

cc:  Mayor 

Board  of  Supervisors 
Budget  Analyst 
Civil  Grand  Jury 
Public  Library 
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INTRODUCTION 


Audit  Authority 


Background 


Scope  and 
Methodology 


The  Office  of  the  Controller  (Controller)  has  authority  under 
the  San  Francisco  Administrative  Code,  Chapter  10,  Article 
1,  Section  10.6-2  to  audit,  at  regular  intervals,  all  leases  of 
city-owned  real  property  for  which  rent  of  $100,000  or  more  a 
year  is  to  be  paid  to  the  City  and  County  of  San  Francisco 
(City).  In  addition,  the  City  Charter  provides  the  Controller, 
City  Services  Auditor  (CSA),  with  broad  authority  to  conduct 
audits.  This  audit  was  conducted  under  these  authorities, 
and  pursuant  to  an  audit  plan  agreed  to  by  the  Controller  and 
SFPUC. 

Sunol  Valley  Golf  & Recreation  Co.  (Sunol)  has  a 25-year 
lease  with  the  City’s  San  Francisco  Public  Utilities 
Commission  (SFPUC),  expiring  on  December  31, 2028,  to 
operate  two  public  golf  courses  and  related  facilities, 
including  providing  food  and  beverage  services,  on  land 
owned  by  the  SFPUC  in  Alameda  County. 

The  lease  requires  Sunol  to  pay  the  SFPUC  a base  rent  of 
$41,667  each  month.  The  lease  requires  periodic 
adjustments  in  the  base  rent  based  on  an  adjustment  index. 
The  SFPUC  adjusted  the  base  rent  on  the  second 
anniversary  date;  the  next  adjustment  is  on  the  tenth 
anniversary  of  the  lease,  with  subsequent  adjustments  every 
five  years  thereafter.  The  lease  also  requires  Sunol  to  pay 
quarterly  a percentage  rent  based  on  revenues  when  the 
computed  rent  exceeds  the  base  rent  for  the  quarter.  The 
percentage  rent  rate  ranges  from  5 to  10  percent  of  gross 
revenues,  based  on  the  type  of  revenues.  At  the  end  of  each 
year,  the  SFPUC  is  to  compute  the  annual  rent  due  by 
comparing  the  percentage  rent  to  the  base  rent,  and  retain  as 
a credit  any  overpaid  rent.  Sunol  can  use  this  rent  credit 
when  computing  future  percentage  rent  due  to  the  SFPUC. 

The  purpose  of  this  audit  was  to  determine  if  Sunol: 

• Complied  with  the  reporting  and  payment  provisions 
of  its  lease. 


Complied  with  other  significant  lease  terms. 


The  audit  covered  the  period  January  1,  2007,  through 
December  31,  2008. 

To  conduct  the  audit,  the  audit  team: 

• Reviewed  the  terms  of  the  lease. 

• Assessed  the  adequacy  of  Sunol’s  procedures  for 
collecting,  recording,  summarizing,  and  reporting  its 
gross  revenues  to  the  SFPUC. 

• Assessed  the  adequacy  of  the  SFPUC’s  procedures 
for  invoicing,  processing  payments,  monitoring,  and 
reporting  as  it  relates  to  Sunol’s  lease. 

• Compared  gross  revenues  provided  by  Sunol  to  its 
audited  financial  statements. 

• Reviewed  the  workpapers  prepared  by  Sunol’s  CPA 
in  support  of  its  2007  and  2008  audits. 

• Verified  Sunol’s  compliance  with  certain  other 
provisions  of  the  lease. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  These 
standards  require  planning  and  performing  the  audit  to  obtain 
sufficient,  appropriate  evidence  to  provide  a reasonable 
basis  for  the  findings  and  conclusions  based  on  the  audit 
objectives.  We  believe  that  the  evidence  obtained  provides  a 
reasonable  basis  for  the  findings  and  conclusions  based  on 
the  audit  objectives. 
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AUDIT  RESULTS 


Sunol  Paid  the  Base 
Rent,  But  Did  Not  Follow 
Other  Lease 
Requirements 


From  January  1, 2007,  through  December  31,  2008,  Sunol 
paid  $500,000  each  year  in  base  rent  to  the  SFPUC,  for  a 
total  of  $1 ,000,000  in  base  rent  during  this  two-year  period. 
However,  Sunol  did  not  comply  with  other  significant  lease 
terms,  because  it  did  not  report  its  gross  revenues  each 
quarter,  pay  percentage  rent  when  applicable,  and  pay  its 
base  rent  timely.  In  addition,  the  SFPUC  did  not  adequately 
administer  some  provisions  of  the  lease  with  Sunol. 


Sunol  Did  Not  Properly  Sunol  did  not  report  its  gross  revenues  to  the  SFPUC  on  a 

Report  Gross  Revenues  quarterly  basis.  The  lease  requires  Sunol  to  submit  a 

as  Required  statement  of  gross  revenues  within  20  days  after  the  end  of 

each  calendar  quarter.  According  to  Sunol’s  general 
manager,  Sunol  stopped  submitting  revenue  statements  a 
few  years  ago  because  percentage  rent  never  exceeded 
base  rent.  The  SFPUC  Director  of  Real  Estate  Services 
explained  that  he  relied  on  the  audited  financial  statements 
prepared  by  a CPA  and  submitted  by  Sunol  each  year  to 
review  Sunol’s  revenues. 


Upon  request,  Sunol  provided  the  audit  team  with  monthly 
revenue  statements  for  the  audit  period.  These  statements 
showed  that  Sunol  earned  gross  revenues  of  $10,865,499 
for  the  audit  period.  The  audit  team  compared  the  gross 
revenues  to  the  CPA  audited  financial  statements  and 
found  no  difference  in  gross  revenues  for  2007.  For  2008, 
the  gross  revenue  was  different  by  an  immaterial  amount. 
Exhibit  1 summarizes  Sunol’s  gross  revenues  for  each 
lease  year. 


■ Gross  Revenues 

H January  1,  2007,  Through  December  31,  2008 

January  1,  2007, 
Through 
December  31, 
2007 

January  1,  2008, 
Through 
December  31, 
2008 

Totals 

Gross  Revenues 

Green  Fees  / Lessons 

$2,335,667 

$2,141,722 

$4,477,389 

Golf  Carts  / Rental  Clubs 

899,199 

822,587 

1,721,786 

Merchandise 

541,799 

472,785 

1,014,584 

Food  & Beverage  / Room  Rentals 

1,803,619 

1,848,121 

3,651,740 

Total  Gross  Revenues 

$5,580,284 

$5,285,215 

$10,865,499 

Source:  Sunol’s  monthly  rent  calculation  statements. 
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Recommendation 


The  SFPUC  should: 


1 . Require  Sunol  to  submit  quarterly  revenue  statements. 

Sunol  Did  Not  Pay  in  addition  to  not  submitting  quarterly  revenue  statements, 

Percentage  Rent  When  Sunol  did  not  pay  the  percentage  rent  for  each  quarter  that 

Due  the  percentage  rent  exceeded  the  base  rent  amount.  During 

the  audit  period,  Sunol  did  not  pay  percentage  rent  due  for 
two  quarters  in  each  of  the  years  audited.  According  to  the 
lease,  Sunol  is  to  calculate  the  percentage  rent  on  a 
quarterly  basis,  based  on  gross  revenues  earned  during  the 
quarter.  If  the  percentage  rent  exceeds  the  base  rent  for  the 
quarter,  Sunol  is  required  to  pay  the  excess  amount  to  the 
SFPUC.  The  lease  further  requires  the  SFPUC  to  prepare 
an  annual  comparison  of  the  rent  due  to  the  rent  paid.  If 
Sunol  paid  excess  rent  to  the  City,  it  can  apply  the  excess 
to  the  next  percentage  rent  due  to  the  City1. 

The  audit  team  determined  that  Sunol  owes  the  SFPUC 
$5,667  in  unpaid  percentage  rent  for  the  two-year  audit 
period.  This  amount  includes  certain  revenues  that  Sunol 
classified  at  the  wrong  percentage  rent  rate  (see  below). 
This  amount  also  considers  credits  in  percentage  rent  from 
the  first  lease  year  to  the  next  lease  year.  However,  the 
calculation  does  not  consider  any  amounts  that  Sunol  may 
owe  for  periods  before  or  after  the  audit  period,  and 
therefore  may  not  be  the  full  amount  due.  Exhibit  2 
summarizes  the  quarterly  percentage  rent  due  to  the 
SFPUC  for  the  two-year  audit  period. 


EXHIBIT  2 

I Percentage  Rent  Owed  to  the  SFPUC 
January  1,  2007,  Through  December  31,  2008 

Quarter  Percentage  Rent  Due 

Percentage  Rent 
Credits  Applied 

Cumulative 
Amount  Due  to  PUC 

2"‘ 

3 Qtr.  2007 

$691 

$0 

$691 

-g?a 

Qtr.  2007 

13,535 

0 

14,226 

~T{ 

3 Qtr.  2008 

1,938 

(1,938) 

12,288 

-37a 

Qtr.  2008 

6,621 

(6,621) 

5,667 

Source:  Percentage  rent  computed  based  on  Sunol's  monthly  rent  calculation  statements. 


The  lease  also  specifies  that  any  unpaid  percentage  rent 
is  subject  to  a late  charge  of  six  percent  of  the  unpaid 
balance  in  each  instance,  and  default  interest  of  10 


1 At  the  end  of  the  lease  term,  if  Sunol  has  paid  excess  rent  to  the  SFPUC,  the  SFPUC  is  to  remit  the 
balance  to  Sunol  at  that  time. 


Recommendations 


Sunol  Misclassified 
Players  Club 
Membership  Revenue 


percent  per  year  on  any  unpaid  rent  from  the  due  date 
until  paid2.  The  audit  team  did  not  calculate  late  charges 
and  default  interest  because  the  calculation  would  need 
to  consider  any  unpaid  rent  from  prior  lease  years. 

The  SFPUC  should: 

2.  Require  Sunol  to  compute  the  percentage  rent  due 
during  the  lease  term  to  date,  including  the 
percentage  rent  calculated  during  the  audit  period  of 
$5,667,  and  pay  to  the  SFPUC  the  percentage  rent 
owed.  Also,  require  Sunol  to  compute  and  timely  pay 
the  percentage  rent  owed  for  future  calendar  quarters. 

3.  Calculate  the  late  charge  and  default  interest  on  the 
percentage  rent  owed  in  accordance  with  the  terms  of 
the  lease,  and  collect  this  amount  from  Sunol. 

4.  Consider  amending  the  lease  so  that  any  excess 
percentage  rent  paid  by  Sunol  is  returned  to  Sunol  at 
the  end  of  each  lease  year.  In  this  case,  the  SFPUC 
should  not  return  any  excess  percentage  rent  until 
Sunol  has  submitted  its  annual  CPA  audit  report,  and 
confirmed  the  rent  calculation  is  correct.  By  making 
this  change  in  lease  terms,  the  SFPUC  would  not 
have  to  track  percentage  rent  paid  from  one  lease 
year  to  the  next,  among  other  benefits. 

Sunol  misclassified  players  club  membership  revenue 
under  the  concessions  gross  revenues  category  instead 
of  the  admissions  gross  revenues  category.  The  Players 
Club  is  a program  for  golfers  who  receive  discount  pricing 
in  exchange  for  membership  fees.  There  are  different 
rates  for  calculating  the  percentage  rent  for  these 
categories.  According  to  the  lease,  membership  and  club 
dues  are  to  be  included  in  the  admissions  gross  revenues 
category,  and  rent  is  to  be  calculated  at  10  percent  for 
this  category.  Rent  for  the  concessions  gross  revenues 
category  is  calculated  at  8.25  percent.  Because  of  this 
error,  Sunol  owes  percentage  rent  of  $1,318  for  the  audit 
period,  which  the  audit  team  factored  in  when  calculating 
the  total  amount  owed  for  percentage  rent  above  (see 
Exhibit  2). 


The  lease  specifies  that  interest  shall  not  be  calculated  on  late  charges. 


Recommendation 


The  SFPUC  should: 


Sunol  Did  Not  Always 
Submit  Base  Rent  Timely 


Recommendation 


Sunol  Submitted  Its  CPA 
Financial  Statements 
Late 


5.  Require  Sunol  to  properly  categorize  players  club 
membership  as  admissions  gross  revenues,  calculate 
percentage  rent  for  players  club  membership  at  ten 
percent  for  the  period  from  the  start  of  the  lease  term 
to  date,  and  collect  any  additional  amounts  due. 

Sunol  submitted  the  base  rent  payments  after  the  due 
date  for  1 1 months  of  the  24-month  audit  period.  The 
lease  requires  Sunol  to  pay  the  base  rent  on  or  before  the 
first  day  of  each  month.  Further,  the  lease  requires  Sunol 
to  pay  a six  percent  late  charge  for  each  instance  it 
doesn’t  pay  the  rent  within  five  days  after  the  due  date. 

For  2 months  of  the  24-month  audit  period,  Sunol  did  not 
pay  the  base  rent  timely,  including  7 days  late  in  January 
2007  and  1 1 days  late  in  November  2008.  Because  the 
base  rent  due  was  $41 ,667  for  each  month,  the  late 
charge  at  6 percent  is  $2,500  in  each  instance,  for  a total 
of  $5,000  in  late  charges.  For  9 months  of  the  24-month 
audit  period,  Sunol  paid  the  rent  after  it  was  due  but 
before  a late  charge  was  applicable. 

The  lease  also  specifies  that  rent  paid  late  is  subject  to  a 
10  percent  default  interest  per  year.  The  audit  team  did 
not  calculate  the  default  interest  for  these  late  base  rent 
payments  because  the  rent  paid  was  only  a few  days  late 
and  the  default  interest  would  be  immaterial. 

The  SFPUC  should: 

6.  Collect  $5,000  in  late  charges  from  Sunol  and  remind 
Sunol  to  pay  its  base  rent  by  the  first  of  the  month. 

Sunol  submitted  its  required  CPA  financial  statements  for 
each  year  of  the  audit  period,  but  submitted  them  late. 

The  lease  requires  Sunol  to  submit  to  the  SFPUC  an 
annual  statement  of  gross  revenues,  audited  by  an 
independent  CPA,  within  45  days  after  the  end  of  each 
lease  year.  The  SFPUC’s  Director  of  Real  Estate  stated 
that  he  has  not  tracked  the  receipt  date  of  the  audited 
financial  statements.  According  to  the  date  on  the  CPA 
financial  statements,  Sunol  submitted  the  2007  financial 
statements  at  least  42  days  late  and  the  2008  financial 
statements  at  least  206  days  late. 


Recommendation 


Sunol  Has  Not  Retained 
Some  Documentation 


Recommendation 


The  requirement  that  Sunol  submit  the  CPA  audited 
financial  statements  within  45  days  after  the  end  of  the 
lease  year  may  be  too  stringent,  since  Sunol  needs  time 
to  perform  its  year-end  accounting  and  prepare  financial 
statements  before  the  CPA  can  conduct  the  audit.  Other 
City  departments  for  which  CSA  audits  similar 
agreements  allow  contractors  either  three  or  six  months 
to  submit  their  CPA  audit  reports.  The  SFPUC  should 
consider  amending  the  lease  to  provide  Sunol  with  more 
time  to  submit  its  financial  statements. 

The  SFPUC  should: 

7.  Remind  Sunol  of  the  lease  requirement  to  submit  the 
CPA  audited  financial  statements  within  45  days  after 
the  end  of  each  lease  year.  Alternatively,  it  should 
amend  the  lease  to  require  submission  of  the  audit 
from  three  to  six  months  after  the  end  of  the  lease 
year. 

While  Sunol  retained  most  of  the  records  necessary  for 
the  audit,  it  did  not  retain  some  supporting  documentation 
for  its  revenues.  The  lease  requires  Sunol  to  retain 
records  for  three  years  after  the  end  of  each  lease  year. 
Supporting  documentation  is  necessary  to  enable  the  City 
to  verify  that  gross  revenues  were  accurate  and 
complete.  The  audit  team  found  that  Sunol  did  not  retain 
the  following  documents: 

• Golf  shop  cashier’s  count  sheets 

• Bank  deposit  slips 

• Redeemed  gift  certificates 

The  cashier’s  count  sheets  and  redeemed  gift  certificates 
are  discarded  after  Sunol  staff  performs  the  cash  count 
each  day.  Bank  deposit  slips  were  only  retained  since 
January  1,  2009. 

The  SFPUC  should: 

8.  Remind  Sunol  to  retain  all  documents  in  support  of  its 
revenues  for  three  years  after  the  end  of  each  lease 
year. 
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The  SFPUC  Did  Not 
Adequately  Administer 
its  Lease  with  Sunol 


Recommendations 


The  SFPUC  did  not  adequately  administer  its  lease  in 
several  respects.  The  SFPUC  did  not: 

• Ensure  that  percentage  rent  statements  were 
submitted  by  Sunol  each  quarter. 

• Ensure  that  Sunol  paid  the  required  percentage 
rent  when  applicable. 

• Ensure  that  base  rents  were  paid  timely  according 
to  lease  terms. 

• Charge  Sunol  the  appropriate  late  charges  and 
default  interest  for  late  payments. 

• Track  the  dates  it  received  the  CPA  audited 
financial  statements  to  ensure  that  they  were 
submitted  when  due. 

The  auditors  observed  that  the  SFPUC’s  system  to  track 
payments  for  all  its  leases  does  not  provide  for  different 
payment  due  dates.  According  to  the  SFPUC’s  Customer 
Service  Billing  and  Collection  Assistant  Manager,  the 
system  can  only  compute  late  payment  charges  as  of  a 
single  date  for  all  leases.  The  manager  explained  that 
since  all  of  the  SFPUC’s  agreements  have  due  dates  on 
or  before  the  15th  of  the  month,  the  unit  made  a business 
decision  to  charge  all  leases  for  late  payments  as  of  the 
first  business  day  after  the  15th  of  the  month.  This 
procedure  does  not  allow  the  SFPUC  to  monitor  late 
payments  according  to  the  terms  of  its  lease  with  Sunol. 
Effective  lease  administration  procedures  would  allow  the 
SFPUC  to  monitor  and  enforce  the  actual  lease  terms, 
including  payment  terms  included  in  all  of  its  leases. 

The  SFPUC  should: 

9.  Ensure  that  Sunol  submits  revenue  statements  and 
pay  percentage  rent  when  required. 

10.  Consider  whether  it  can  modify  its  system  to  charge 
late  charges  and  default  interest  for  tenants  that  paid 
their  rent  late,  according  to  lease  terms.  Alternatively, 
the  SFPUC  should  consider  amending  its  leases  so 
that  dates  for  late  charges  agree  with  the  SFPUC’s 
existing  procedures. 

1 1 . T rack  and  monitor  when  the  CPA  audited  financial 
statements  are  received  from  tenants. 


ATTACHMENT  A:  SFPUC’S  RESPONSE 


San  Francisco  Public  Utilities  Commission 


OFFICE  OF  THE  GENERAL  MANAGER 

I1SS  mm  St,  11»  met-  Sen  Franelseo.  CA  9410$ 
TsL  (41  s)  554-58QCI  Fax  (415)  5S4-3424 


May  11,2010 


GAVIN  NEWSOM 


M, CROWLEY 
FRANCESCA  VIE'TQN 
ANN  MOLLER  CAEN 

JULIET  ELLIS 

COMMISSIONER 

ANSON  8.  MORAN 
ED  HARRINGTON 


Robert  Tarsia.  Deputy  Audit  Director 

Office  of  the  Controller,  City  Services  Auditor  Division 

City  Hail,  Room  476 

I Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA  94102 

Subject:  Management’s  Responses  to  Audit  Report  for  Sunol  Valley  Golf  & 
Recreation  Co. 

Dear  Mr.  Tarsia, 

Thank  you  for  providing  your  audit  report  for  Sunoi  Valley  Golf  & Recreation  Co, 
covering  the  period  January  L 2007  through  December  31,  2008.  We  appreciate  the 
time  and  effort  that  you  and  your  staff  have  dedicated  to  the  completion  of  this  audit. 

Attached  for  your  review  and  consideration,  is  the  completed  Audit  Recommendation 
and  Response  form  containing  management’s  responses.  We  concur  with  your 
recommendations  and  will  resolve  all  outstanding  items. 

If  you  have  any  questions  or  need  additional  information,  please  do  not  hesitate  to 
contact  me  at  (4 1 5)  554*  i 600, 


ec: . Michael.  Carlin,  Deputy  General  Manager 

Todd  L.  Rydstrom,  AGM  Business  Services  and  Chief  Financial  Officer 

Gary  Dowd,  Director  Real  Estate  Services 

Nancy  L.  Horn,  Director  Assurance  & Internal  Controls 
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ATTACHMENT  B:  SUNOL’S  RESPONSE 


May  6,  2010 


Robert  Tarsia,  Deputy  Director 
City  Hall,  Room  476 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco,  CA  94102 


Dear  Robert  Tarsia, 


As  representative  of  Sunol  Valley  Golf  & Recreation  Company,  I agree  with  the  San  Francisco 
Public  Utility  Commission  Audit  report.  I do  not  believe  there  to  be  any  errors  or  omissions  and  I 
agree  with  the  proposed  amendments  to  the  lease  agreement. 


Bryan  Richardson 
General  Manager 

Sunol  Valley  Golf  & Recreation  Company 
(925)  862-2404  ext  220 
brichardson@sunolvailey.com 


6900  Mission  Road  • Sunol,  CA  94586  • (925)862-2404  • Fax  (925)  862-2250 
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